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Issues

You are not o;gsrateq exclusively for 501(0)(3) purposcs for tne following reasons:

(R e

ENCLOSLRE]

a. Your bylaws indicate the following:

1. “The president may remove any board member at will. No cause is required.
However, the decision must be ratified by a majority of the remaining board
members.”

“ SR sh:! remain the president, unless he succumbs, resigns, or

appoints another™. :

3. “The president shall appoi:t or re-appoint all officers. However, the decision
must be ratified by a majority of the remainii.g board members.”

4. “The president may rcmio e any officer at will, whenever it appears that such
removal would be in the best interest of the corporation. However, the decision
must be ratified by a majority of the remaining board members™. ’

(84

Section 1.501(c}(3)-1(d)(1)(ii) of the Regulations states that an organization is not
operated exclusively for one or more exempt purposes unless it serves a public rather
than a private interest. It must not be operated for the benefit of designated individuals or
the persons who created it. The substantial control exhibited by~over the
organization appears to cause the applicant to serve private and not public interests.

b. The three children of will remain living with them while they are
minors. A home school will be operated out of the first home where

and their three children will reside. There are no restrictions regarding the other
proposed homes that will limit the possible inurement to parents of children who will
essentially be paid to care for their own children. The homes will be located in a rural
part of the state so the families can maintain a functioning farm that will provide food for
the family and education to the students

Section 501(c)(3) ot the Coac prcvides, in part, for the exemption from Federal income
tax, organizations organized and operated exclusively for charitable, religious or
educitional purposes, no part of the net earnings of which inures to the benefit of any
privatc shareholder or individual. Better Business Bureau of Washington, DC v United
States of America 326 U.S.279; 66 S. Ct. 112: 90 .. Ed. 67; 1945 U.S. LEXIS 2735;
34 AF.T.R. (P-H) 5: 1945 C.B, 375 held, the pre.ence of a single non-exempt purpose,
if substantial in nature, will preclude exemption unacr IRC 501(c)(3). Regardless of the
other religious, charitable, or educational aspects of the organization, the benefits
derived by AN, or future parents, by having their own children live with
them in housing provided by the exempt organization, receiving compensation for
educating their own children, and receiving other various living expenses (such as food

- and utilities) from the exempt organization appear to cause inurement to

¢. Your organization will be involved in three activities until you begin your proposed
operations some unspecified time in the future; (1) raising funds, (2) networking with
Juvenile justice and child welfare officials, and (3) providing information to troubled
yeuth through churches and other groups. Therefore, there are not any current 501(c)(3)




activities and your organization will not meet the operational test under section 501(c)(3)
of the Code

g

acts

The information submitted with your appiication indicates you were incorporated on S
“undcr the laws of the State of Article I1I of your Articles of Incorporatio
states the corporation is organized exclusively for educational, charitable, and religious purposes:
within the meaning of Section 501(c)(3) of the Internal Revenue Code. Article VI indicates your
organization does not have a membership and the board of directors shall manage all internal

affairs of the organization.

Article 11l of your Constitution states your purposes are to encourage and promote the worship of
God. the raising of children in n Christian environment. the Christian education of our children,
the edification of believers, ana a return of holiness and commitment to God.

Article 111 (A), section 6 of the Bylaws states “the president mzy remove any board member at
will. No cause is required. however, the decision must be ratified by a majority « " ..e remaining
hoard members.”

Article LIl (B), section 2 of the Bylaws indicates that ‘hshall remain the
president, unless he succumbs, resigns, or appoints another”.

Articie III (B), section 4 of the Bylaws indicates the “president shall appoint or re-appoint all
officers. However, the decision must be ratified by a majority of the remaining board members.”

Article 1[I (B), section 5 of the Bylaws states the “president may remove any officer at will,
whenever it appears that such removal would be in the best interest of the corporation. However, "
the decision must be rdtificd by a majority of the remaining board members™.

Yeur response dated mindicates your organizalion will spend"/o of it’s time
~onducting long term Christian foster care ";{, Christian training, education and hoiue skiiis,
8 academic tutor iz and evaluation, and {% rural and farm life skills trairing  The students
selected to participate in your program will be recommended b those withir: th:.Juvcmle court
system, pastors and counselors of various church organizations and by parerts or guardians of the
students. Participants in the program will not be required tc pay a fee.

Y our responsc dated m provides a description of your four main activities. Your —_—-
pr'mar) activity will be to provide 4 place for disadvamaged youth 1o live and Iearn life skills in a

Christian based home. F.ach hame will have a set of Christian house parents who will be tasked

with providing meals, supervision of daily family chores, and transportation to health care

providers. schooi, and other planned activitics. Residents will be required to stay a minimum of

one year. Fach home will have no more than 6 children and 2 house parents in residence at one

time.

Vo:W- eoponst funthar indicaios the viganizaiion wiit aiso require each youth in the
program to partizipate in 2 structured Bible study programi, each hivuse parcui will be trained on
and utilize a structured system for tutoring and teaching individual study skills, the.homes will be
located in a rural part of the state so the family can maintain a functioning farm that will provide
food for the family and education to the students. Also, the operations of the organization will not
begin until the time you have secured enough funding to purchase, set up, and operate the




ministry for one year. Furthermore, property purchased for use by the ministry will be hgld in the g

name of the exemnpt organization.

Your board has been expanded 10 include 5 meinbei s,

"

Your response date _
iiving with you while they are minors. A home school will be operated out of the first home
where , and their three children will reside. As the ministry
grows a Christian school will be operated by who is a state certified teacher.

Your response dated“indicates your organization will be involved in three
activities until you open it's first mission ranch; (1) raising funds, (2) networking with juvenile

Justice and child welfare officials, and (3) provide information to troubled youth through churches . .

and other groups.

Revenue for your organization will be derived from private foundation grants, corporate and
individual donors, and Christiai. _nurch donations and offerings. Expenses are foi Salaries,
occupancy, and facility purchases.

Law

Section 501(c,(3) »f the Code provides, in part, for the exemption from Federal income tax,
organizations ¢rganized and operated exclus;vely for charitable, religious or educationa!
purposes, no part of the net earnings cf whici inures to the benefit of any private shareholder or
individual. '

Section 1.501(c)(3)-1(a)(1) of the Regulations states: In order to qualify under section 501(c)(3)
of the Code, an organization must be both organized and operated exclusively for one or more
exempt purposes. If an organization fails to meet either the organizational or operational test, it is
not exempt. '

Section 1.501(c)3)-1(d)(1){ii) of the Reguiations states that an organization is not operated
exclusively for one or more exempt purposes unless it serves a public rather than a _ rivate
interest. It must not be operated for the henefit of designated individuals or the persons who
created it. Thur to meet this requirement of this subdivision, it is necessary tor an organization to
establish that it is not organized or operated for the benefit of private interests such as designated
individuals, the creator or his family, sharetiolders of the organization, or persons controlled,
directly or indirectly, by such interests.

Section 1.501(¢)(3) - 1(c)(1) of the Reyulations states that an organization will be regarded as
“operated exclusively"” for one or more exem;: purposes only if it engages primarily in activities
which accomplish one or more of such exempt purnoses specified in cactian SO S
Code. An organization will b w0 regarded if more than an insubstantial part of its aclivities is not
in rurtherance of an exempt pemose. ‘

Section 1 501(c)(3) -1(d)3) of the Income ['ax Regulations defines the term “educational™ as the
instruction or training of the .ndividual for the purpose of improving or aeveloping his
capabilities.

and U Only two members are rciated partics A

B indicates your three children, ages 14, 16 and 17 will remain
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Better Business Burcau of Washington, DC v United States of America 326 U.S. 279: 66 S. Ct.
112: 90 L Ed. 67 1945 U.S LEXIS 2735,34 A.F.T.R. (P-H) 5; 1945 C.B. 375 held, the
presence of a single non-exempt purpose, if substantial in nature, will preclude exemption under

IRC 501(c)(3).

Westeru Catholic. Church v. Commissioner, 73 T.C. 196 (1979), aff'd by unpublished orde (7th
Cir._1980), cert denied March 9, 1931 The organization's primary activity was the passi ‘e
investment of funds derived primarily from its founder who, along with members of his ‘amily,
controlled the organization. The organization stated that its was attempting to accumu! ate
$500,000 in order to erect a church building. Meanwhile, it engaged in no religious activities.
Held, the urganization was not operated exclusively for exempt purposes and it fuiled to establish
that no part of its net earnings inured to the benefit of private individuals.

Wendy L. Parker Rehabitation Foundation, Inc, vs. Commissioner Of Internal Revenue, Docket
No. 855-85X T.C. Memo 1986-348: 1986 Tax Ct. Memo LEX!S 272; 52 T.CM(CCH) 51;
T.C.M. (RIA) 86348 August 4, 1986. The organization’s activity is to aid victims of coma, -
resulting from motor vehicular accidents, strokes, drowning, and other related causes; to provide
such victims with funds and therapeutic equipment and devices used in conjunction with accepted
coma recovery programs; to run fund raising affairs and social functions in aid of coma victims;
1o exchange and disseminate information concerning the care and treatment of coma victims in all
stages of recovery. Wendy Parker is a beneficiary of the organization and the daughter of the
founders. The court held that the distribution of funds for the benefit of Wendy Parker assists the
Parker family in providing for her care. This relieves the Parker family of the economic burden
of providing such care. This court case upheld that the Wendy L. Parker Rchabilitation
Foundation. Inc. failed to meet the standards for tax exemption.

Henry O. Havemeyer v. Commissioner, 36 B.T.A. 859, held that an organization which was
making distributions exclusively to Mr. Havemeyer and members of his family as salaries and
other forms of payment did not qualify for tax exemption under section 23(n) (2) of the Revenue
Act of 1932. The organization was formed by Mr. Havemeyer, members of his family, and a
close business associate. Mr. Havemeyer and members of his family made the contributious to
the organization. All distributions made by the organization served the private interests of Mr.
Haveme: ‘er and members of his family.

Operating for the benefit of private parties constitutes a substantial nonexempt purpose. 0Old
Dominion Bex Co. v. United States, 477 F. 2d 340 (4th Cir. 1973), cert. denied 413 U.S. 910

(1973).
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Application of [.aw

In order to qualify as a S01(c)X3) organization. the organization must be operated and organized
exclusively for charitable, religious, or educational reasons.

Your organization has not complied with Section 1.501 (c)(3)-1(d)(1)(i1) of the Regulations that
states that an organization is not operated exclusively for one or more exempt purposes unless il
serves a public rather than a private interest. substantial control over the
organization indicates you are operated for the benelit of designated individuals or the perst as
who crened it

The fact that the founders of the organization, and their children will
live in the facility causcs net carnings to inure to designated individuals. Since the are




being relicved of the burden of providing food, shelter, and other economic burdens of parents fqr _ -
their children by living in a facility completely provided for by the organization, your | iy

{597,
'

organization is not “operated exclusively” for one or more exempt purposcs and is precluded:
from exemption. oL

Your are similartothe organization in Wendv L. Parker RMLMQQ&MV&

issioner o | Rev Docket No. 855- 986-348 where the court’

held that the distribution of funds for the benefit of Wendy Parker assists the Parker family in
providing for her care. Like the organization in Wendy L. Parker Rehabilitation Foundation, In¢
vs. Commissioner of Internal Revenus funds of your organization will be used to care for the
founders and their 3 children who will be residing at the planned facility. LT

Like the organization in Better Business Bureau of Washington, DC v United Statcs of America,
the presence of a single non-exempt purpose, since it is substantial in nature, preciudcs your
exemption under IRC 501(c)3). The Heliers provision of care tor their 3 children witl: €unds
from this organization is a substantial non-exempt purpose.

You are similar to the organization in Western Catholic Church v. Commissioner. That

arganization had no other 501(c)(3) activities other than raising funds to erect a church building
and was denied exemption. Shiloah Mission Ranch has stated that the operations of the
organization will not begin until enough funding is raised to purchase, set up, and operate the
ministrv for one year. Therefore, your current activities are no* primarily 501(c)(3) activities and
exemption is precluded.

.

Vour uigauizaiion is simiiar to the organization described in Henry O. Havemeyer v.
Commissioner because your organization will primarily serve the private interests of the Heller
family by providing them a residence, salary, food, and other items in exchange for educating and
taking care of their own children.

The substantial benefits tht flow to the Heller family from your organization cause your
organization to be operated for the benefit of private parties and thus constitutes a substantial
nonexempt purpose similar to the organization.in 0O1d Dominion Rox (g, v, United States.

" Applicant’s Position

You have stated the following positions:

—- = a  Youare organized and operated exclusively for charitable, religious, and educational ——

purposes. Your main mission is to provide home care, academic tutorial assistance,
and character education through the involvament of +he students in a Christian family
home, life, and atmosphere. You believe this is not inurement because this involves
the whole family concept with siblings to interact with. Furthermore, any house
parents who have their own children will benefit the students enrolled in the program
by providing the necessary sibling interaction.

b. You indicate that the creatare of the organization will not benefit in any way other
than reasonable compensation for their services.

¢. You give four examples of organizations that provide youth services and housing for
their on-site staff. Specifically, in the summer of , worked

on the SR 25 a tcacher and SR
‘V-’ts acook. Th rovided a small
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Ry ; ion, a residence for th
. community facllitles, and paid ull uiilities,”. CoL
d. You stated vou couldn’t find w the Federal Government has any jurisdi
the home scbooling activities in .

. _You state you see 1o conflict with Regulation 501(c)(3)-1 (d)(1)(i) because ARSI
will not peofit from the organization and have a mandate from God".

to work with disadvantage youth. . . ,
f.  You stated Wendy L. Parker vs. Commissioner is not relevant to your organization,

You stated there is not inurement to you and that any benefits to interested parties are

only part of their fair and reasonable compensation package. o
8- A letter sent by your organization to Congrmman% indicates your goal is

to provide relief to some underprivileged youth, combat juvenile delinquency, and

lessen the burdens of government. As a Christian organization, you want to help

youth become good citizens and productivg members of society.

et fcant’s Positio '

Based on the information submitted, it is our position that your organization is neither organiz~d
nor operated exclusively for 50i(c)(3) purposes aid as a result, tax cxeniption under section -
501(c)(3) is precluded. :

While your organization clearly has activities that serve charitable, educational and religious
purposes it has substantial non-exempt activities that preclude exemption.

Firstly, the substantial control exhibited by Sl over the organization causes your
organization to serve private interests to a substantial degree. This does not imply that your
organization is not primarily serving public purposes. i i

v Unit t ica held that the presence of a single non-exempt purpose, if
substantial in nature, would preclude exemption under IRC 501(c)(3). Furthermore, Section
1.501(cX3)-1(d)(1)ii) of the Regulations states that an organization is not operated exclusively
for one or more exempt purposes unless it serves a public rather than a private interest, The fact
tha can remove board members and officers, appoints all officers, and is appointed
for life causes your organization to have a single non-exempt purpose that serves private
interests, specifically, benefiting an his family. '

Secondly, assets of the organization are inuring to thc‘ family. Section 501(c)(3) of the
Code provides, in part, for the exemption from Federal income tax, organizations organized and
operated exclusively for charitable, religious or educational purposes, no part of the net earnings
of which inures to the benefit of any privat€ shareholder or individual. Again, Better Business
Burcau of Washington, held that the presence of a single non-exempt purpose, if substantial in

- nature, will preclude exemption under IRC 501(c)(3). Regardless of the other religious,

charitable, or educational aspects of the organization, the benefits derived by NN

or future parents, by having their own children live with them in housing provided .by the
exempt organization, recerving compensation for educating their own children, and receiving
other various living expenses (such as food and utilities) from the exempt organization causes
inurement to*aﬂd the organization to serve a substantial non-exempt

purpose.

Thirdly, yaur arganization wil! be invelved in three activities until you begin your Proposed'
operations some unspecified time in the future; (1) raising funds, (2) networking with juvenile

- justice and child welfare officials, and (3) providing information to-troubled youth through




: ps.. S01(c)(3 ._(a)(llcf
qualp.fyundct section SOl(c)(B) of the Code, an organiza
aclunvcly for on¢ or more. cxcmpt puxposcs If an organization fails to
orgenizational or opcrauonal tést, it is not exempt.: While provi
" educational in nature, raising funds and networhng
Thaqforc,,your chamntwn.docs not mect thc opcfanonal

a. While your ox'gamuUOn may-have s some qhantablc religious an,
purposes it is clear that your orgamzatwn has a substantial non
serves the private interests of the founders, the'd amily, L ;

b. The creators, the Heller family, benefit becausc they are relieved ' %pf
providing food, shelter, and other economic burdens of pareats for their children by

living in a facility com p

employees and given a compensation package that included low A
paid living expenses. Your organization has been created by the h
disadvantaged children but a substantial part of your activity will involve thc
teaching and raising their own children and being compensated by the exempt
organization. Also, there are no prohibitions agamst similar arrangements bein
made by other families with your organization in the future. '

d. Ifhome schooling is provided by your organization as part of its actis 'xtn,s the R
schooling needs to be examined to determine its effect on your exempt stafus.

e. The Service does not question the applicant’s mandate from God. But, cle..rly,
mentioned previously in (b) above, the Siilllwill privately benefit from the
activities of the organization.

f. You are similar to the organization in Wendy L. Parker Rehabilitation Fgundatxgg,

Inc vs. Commissioner of Internal Revenue. Like the organization in Wendy L.

Parker Rehabilitation Foundation, Inc vs. Commissioner of Internal Revenue funds uf
your organization will be used to care for the founders and their 3 children who wili ©= -
be residing at the planned facility.

g. Again, while your orgamzauon may have substantial charitable, religi.'us and
educational purposes it is clear that your organization has a substantial non-exempt s
purpose that serves the private interests of the fovnders, the - family. AP

"< Conclusion Co

Based on the facts presented above, we hold that your organization does not meet the
requirements for tax exemption under section 501(c)(3) of the Code.

The substantial control of the organization by NI, ilic inurement to the @il family, and
the failure of the operational test cause your organization fail the requirements for tax exemption
under section 501(c)(3) of the Code.

Accordingly, you do not quahfy for exemption under section 501(c)(3) of the Code because you
do not meet the proscriptions in sect.ons 1.501(c)(3)-1(a)(1) and 1.501(c)(3)-1(d)(1)(ii) of the
chulauons
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i Sensant to the proposed adverse action relative to the above organization as shown below.’l
_understand tnai if Section 7428, Declaratory Judgements Relating to Status and Classification o
-#:Organizations under Section 504 {€}{Q), etc. applizs, | have the right to protest the proposed -
adverse action, , Ty et TR

NATURE OF ADVERSE ACTION

\

(x] Denial cf exemption

I ] Revocation of exemption, effective.: .

[ 1 Modiiicaticn of exemption from section' 5'01_(c'):(-:') to sectlon :5101__(6)( '), effecti‘ve

} Classification as a private foundation desdibed in $éctjbh 509(5). ei‘fective

1 Classification as an private operating foundation described in sections 509(a) and 4942())(3), effective fd}_

] Classification as an organization described in section 5.09(a)( ), effective

1 Classification as an organization described in seuion 4 79(0) (A ), effective

If you agree to the adverse action shown above, pzéase sign and return this consent. You should
keep a copy for your records. :

If you sign this consent before you have exhausted your administrative appeal rights, you may
.. lose yourrights to a declaratory judgement under section 7428.

— .

(Signature instructions or: Bask)

Name of Organization:

Signature and Title




